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PREFACE 


“y study of the Marine Corps stock Fund was stimulated 
by my need to acquire a reneral knowled’e of the operation. 

In developinp the sub ject, data from manuals, direct- 
ives, end laws have been presented wuilen set forth the basic 
theory ani operation of the Fund, vJeteils of the accounting 
systen ani of oud-et construction Lave not seen covered because 
of the evolution and changes involved, 


I 


cr 


has pesen nocesser to call upon many psonle at 
Neadqua^ters, 'avine Corps for basic references ana Meterial. 
Sach has neen most Zenerous with his time and assistance. I 


express my rratitude especially to the folleowinme: Ut. Col. Braoms, 


1 


Bator Atansberry, and Mr, Boräelon of hé Teneral Accounting 
Branch of the “Yeterial Division; and Yajor Vrable, ir. “cast, and 


ir. Machino cf the >tores Accounts Wanegement Office. 


1۷ 





Cr APTOR I 


INVA DCUTION 


A stock fund is a type of workins-cepitel fund est- 
eblished to finance the acquisition of materials and suppliass 
for sale within the militar? departrents. It is different from 


other publie funds in that in theory at least its existence is 


The stock fund principle can bé compared to the normal 
operations of a merocbandisin?* organization. The nroprietor of 
a business uses invested funds (cavital) to purchase -oods which 


m 


ars resold at a brofit. The income [rom sach sales is then used 


e 


to purchase additicnal morchandise, thus continuing the process 
or cycle, 

A stock fund is tne application of the merchandising 
cycle to the supply function of the military departirents with 
the exception of profits. More specifically, tne stock fund is 
an overetionel and financial device employed by the military 
services to facilitate Financial control over consimable sunnly 
items for whicn there ls a pecvrring Jemand, The stock fund 
mechanism vermits the handline of inventories of continuous 
demand items on a replacement basis, much as private distributors 


reolace stocks depleted by sales with new stocks purchased with 





1 
the proceeds from such sales. 
The universal employment of the stock fund concept in 
the military departyrents finds its origin in Title IV of the 
2 
National Security Act, which stated:” 
"In order more effectively to control and account 
for the cost of procrams and work پس‎ cda ín the 
Department of vefense, the oecretary of Defense la 
authorized to require tre ostablls Mer: of working- 
capital funds in the lepartment of Defense for the 


ourpose of: (1) financine inventories cf such stores, 
supplies, waterials and equipment as he may Jlesign- 


ee‏ ووو 

Althouzi the passare of tne Act publicized the stock 
fund concept as a means of control in military financing and 
required all departments of the military establishment to utilize 
this method, the basic principles of a working capital fund were 
not new. A Con-ressional Act of March 3, 1093, directed ٢ 
the sum of 4.200,999 be carried to the credit of a permanent Naval 
Supo ly Fund, 2 The reatly expanded Naval Supply fund, presently 
known as the Navy Stock Fund, is the forerunner and Format ol 
the oxisting military stock funds, 

The establishment of stock funds was based on a require- 


ment for businesslike manacenent end financial efficiency within 


A دیا‎ 





Lu spine Corps stock Fund, Prepared by the Supply 

| Department, U.S. Marine Corps” (ashineton: Headquarters, 06 
corp3, .:. 0 De 2% 

۱ Sas. Congress, O1st Consress, lst Sess. National 
security Act Amendments of 1949. Public Law 2160 (Washineton: 
fovernment Printing Ofrice, DA), 


21 Statutes 1169. 





the military departments. The purposes of a stock fund may 
therefore be listed m 

1۰ To provide a simolifiod means for consolidating 
mané&xement, finsncinz, control, and accounting for the orocure- 
ment of ~aterials Which are chargeable to a number of consimine 
activities when the items are issued. 

2, To facilitate improved control of consumption of 
material throush budgeting, financing and accounting. 

3. To provide a means for financing the acquisition 
end holdin” of stocks which would simolify appropriation accounting 
and sive creater financial flexibility in these operations than 
is available by any other means. 

The stock fund form of inventory control, althourh used 
by the Navy since 1893, was not utilized by the other military 
departments prior to the enactment of "Title IV" in 1919. The 
manacement of the Navy Stock Fund was available for muidance and 
reference, but the initial establishment of a stock fund in each 
of the other military departments offered its own distinct 
problems. Differences in organizational structure, missions, and | 
material anc vouloment used each caused its own problems which 
could only be solved by the experience and study of the personnel 
who were required to operate the various funds. 


"he followings chapters are devoted to outlining and 





tive 7420.1, "Regulations 
1 


Department of lefense Direc 
(WNastinrton: lepartment of 


Governing stock Fund Operations," 


| bDefenso, vecember 19, 1956), p. 2. 





discussing the establishment and operation of one sach fund, 


the Marine Corps Stock Fund. 


۰ as 





CRAFTER TI 


CONCEPTION AND QOP- RATION 


The passare of "Title IV" of the National Security Act 
as amended in 1219 required trat a thorough evaluation of the fin- 
encial manefement structure in the Marine Corps be conducted and 
changes instituted where necessary., ue to the Korean war, the 
chances required to establish such a stock fund were not attempted 
nor was a study initiated immediately. However, on September 26, 
1952, the “ecretary of the Navy directed that immediate action 
be taken to estsolish a "grine Corps Stock rund. He further 
required that this fund be operational by July 1, 1953, if at 
all feasible. 

The full installation of such a fund was in itself a 
tremendous job, out the time Limitation, less than nine months 
from the initial directive until operations were scheduled to 
commence, only multiplied the odds azainst success, The fact 
that tne deadline was met is a credit to those who participated 
in the initial design, organization, and installation of the 
Fund. 

In getting up policies and procedures for the install- 


wr 


t 
ation of such a fund the basic tasks included: 





E AGE A 
ھی‎ 


| ?R. B. Farprelly, "Review and Summation of Marine Corps 
Stock Fund Manarement,” Armed Forces Vanacenent, Vol. I 

e? rs A petii مد‎ 
(March 6, 1955), De مت‎ 





l. The design, development and installation of a 
financial reporting system for inventories. 

2. The selection, pricing and catalosing of items to 
be financed under the fund. 

3, The development of a financial plan which would 
project the requirements for cash end inventorics to be 
capitalizod. 

le The development and implementation of a system for 


charging customers and reimbursins the fund. 


The development of accountine systems and procedures.‏ ود 


6, The development of a charter. 

Teo The promulgation of the necessary directives and 
manuals for use in the field and in the education of personnel. 

The efforts of the task force apoointed to study the 
problems progressed with such satisfaction that on March 17, 1953, 
a charter was recommenied and forwarded to the Secretary of the 
Navy for approval. Ihe principles set forth in the Charter 
included "مہ‎ 

l. Operations would commence effective July 1, 1953. 

2, Administration and manarement of the Fund would 
be under the direction of the Quartermaster General of the 


Marine Corps. 


6 
"Charter for the Merine Corps itock Fund,” Marine 


Corps Stores Accounting Manual, (Washington: Department of the 


Navy, 195k), pp. ii-iv. 





3. The functions and responsibilities of the g¿iarter- 
master eneral were to include: 
a Obtaining maximum use of the fund caoital 
with minimum stock levels. 
b. Formulating and esteblishing operating 
procedures. 
ه‎ Price computation, cataloging, and price 
list promulration. 
d. &gnarement of acquisition, storage, control 
and distribution of inventories. 
o. Maintenance of accounts and records, 
f. Preparation of reports and statements. 
مہا‎ The items encompassed by the Fund would include all 
inventories desivnated in the caterorios of indivilual elothinr, 
subsistence, electronics, encincer, mensral supoly, motor trens- 
port, end ordnance and that stratification of these categories 
would be accomnlished, | 
5. The followinr establishments would be included: 
a. All Marine Corps .epots. 
b. Serine Corps Schools, zuantico, Virginia 
Co All Marine Corps Air Stations in 
continental United States. 
d. For individual clothing only, all regular 
Marine Corps units not on combat accountability. 


6. The initial capitalization should include cash, 





inventories on hand, and on order and liabilities in the form 

of a stock withdrawal credit to be based on the amount of approved 
budget requlrexents for stoc« fund issues in excess of available 
funds for Fiscal Year 195). 

The proposed Charter was approved by the secretary of 
Defense on June 1, 1953, end on July 1, 1953, the serine Corps 
Stock Fund officially commenced operations. 

There is no dlsputin^ tho fact thet initial operations 
of the fund lacked refinement and that many years would pass 
before a really «ood system covepbinc all the various aspects 
would be in force. ot the fund “ad been crested, and now it was 
just a matter of time. The remarxable success to date received 
recognition from the Conrross and set a standard for the other 
Services to attain. 

The initial capitalization of the rund amounted to 
$316 million of which $h million was In cash that nad been 
transferred from unoblicated balances cf annual aporopriations, 
end $276 million in inventories, A steady crowth has been 
accomolishea through the acquisition of an ever incressing 
number of supply items to stock fund control. Firure 1 illustre- 


tes the increase in terns of the quantity of items encompassed, 





(3.8. Concpress, senate, Preparedness Subcomitteo 
Ho. 3 of the Committee on Armed Services, Implerentation of 
Title IV Xational Security Act of 19,17 aa amended, Sen. Report 
00, C3rd Cong., (Washinton: Government Printing Office, 1954), 


ID ML. 





| As can be seen the nuinber has "rom from slishtly over 34,990 


in 1953, to in excess of 227,000 1n 1957. As of June 30, 1957 
the value of these inventories amounted to {313 million, and 
cash on hand arounted to 157 million. 

By followinz a reinvestment policy which allowed sales | 
to exceed obligation authority, stock level reductions in contain 
areas were obtained wit the resulting effect that inventoriss | 
were converted into cash and excesses were reduced. By Jane 30, | 
1957 the sum of 4108 million had been returned by legislation 
to the Treasury or transferred to other aovropriations, This 
exceeds by 160 million the cash orisinally received by transfer 
at the inception of the Fund, 

Tho Juartermaster General of the Marine Corps 8 | 
end administers the ..tock Fund with the advice and guidance of 
tho Marine Corps .tock fund Board. Pf Board, comoosed of key | 
members of the Comnandant's staff, effects an operational review 
of the fund and provides guidance as rel ted e 

 zstimatincg income after consideration of tbe plans‏ هول 
for opsretional forces, weapons, equipment, loristical and‏ 
personnel prorrans,‏ 

2. Planned inventories in the licht of planned consumer 
provram requlrernon ts. 

3. Planned procurement pro -rams and inventory holdings 


in relation to priority assisned various orovrams, | 





Letter from the Commandant of the Marine Corps, | 
January 8, 1957. 
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11 


Planned mobilization reserves in relation to‏ وا 
procurement capability and relative priority.‏ 

To assist the Quartermaster Teneral in overall manace- 
ment and administrrtion, a central office, known as the Stock 
Fund Nanacement Section, was established to control and ccordinate 
maior segments of the fund. Subdivisions of the Management section, 
termed Sunply and Inventory Control Points, are responsible Tor 
the complete manazement of a particular commodity area witnin the 
Fund. Their responsibilities include the determination of re- 
quirements, procurement, stock control, distribution, snd storace. 
These responsibilities are exercised through the receipt and 
evaluation of recurrent stock status and financial status reports. 
The reports reflect the “arine Corps-wide position for particular 
items and classes of material. At present there is one Control 
Point for eacm of the major commodity caterories authcrized for 
Yinancins under the fund, Trese are Electronics, enrineerring, 
General Proverty, Clothing, Motor Transport, Ordnance, subsistence, 
and Fuel. 

The Pund actually operates in a manner similiar to a 
large chain crocery store. Management, procurement and control 
are centralized at Headquarters, Marine Vorpss the receipt, 
storace and issue of materials is decentralized to key points 
throuchout the country. A "self Service Center” has even been 


establisned within the system which basically parallels the 





9 


commercial-type supermarket. Accounting and inventory reports 
received from the field activities are consolidated et Fead- 
quarters and are used as a basis for decisicns and reports to 
hicher authority. 

In a manner similiar to the Navy stock rund, the basic 


principle of the “arine vorps bock Fund operation encompasses 


& revolving cycle of procurement, storage and distribution. Common 


items of supply sre purchased and stored in sufficient quantities 
to maintain stock levels at predetermined arounts. when required 
by the field activities, distribution is accomplished throueh 
established channels of supply to tarine corps users. As these 
items are issued from inventory to use, the appropriation cranted 
| to the asins function is char ed and the cash capital of The Stock 
Fund is reimbursed. By this method, new credit is ~enerated for 
another cycle. 

Sitchin the system are maintained stocks of consumable 
materials, minor items of equipment, and parts and components used 
in the manufacture or maintenance of end items in the Marine Corps 
supply system. Inventories include electronic pants; enrineerinz 
material and parts; general property; clothing and textiles, both 
individual and organizational; motor transport parts and minor 
items of equipment; ordnance in the form of oxplosives and in 


Darts for ordnance equipment; non-perishable subsistance items; 





E Report of the “Marine AB Stock Fund for the‏ لر 


L. ` CD Pas “ere 


zn Year 19 1977; washin-«ton: Naadauarters, Narine Gorps, 1957), 
D 





13 


and fuel. 

The key locations established to act as receiving, 
storace and issuing points, tho “selling outlets" for the rund, 
are: 

Marine Corps Supply Activity, Philadelphia, Pennsylvania. 
Recruit Lepot, Sen Diero, California 
Recruit Depot, Parris Island, South Carolina 
Supply Forwarding Annex, "o^tsnouth, Virginia 
Supply Forwarding Annex, Zen "rancisco, Calif. 
Supply Center, Albany, “ecrgeia 
Supply Center, Barstow, California 
case, Camp Pendleton, celifornia 
Base, Camp Lejeune, North Carolina 
210018, Muntice, Virginia, 

sales at standard prices are male by the above 
activities to authorized customers on a reimbursable basis. That 
is, the purchasing activity "pays" for the items by citing the 
appropriation available from which a transfer of funds is made. 
These transfers are accomplished at Neadauarters, Karine Corps 
by the Fiscal .ivision. Tne total monetary values of all 
requisitions received is computed and used as $e basis for 
debiting and creditine the proper anpropriations. 

Standard prices have been established for ench item 
carried in the "tock Fund, wach standard orice has its basis in 
current replacement costs. 

The standard orice is developed from current replace- 
nont cost to wrich are added two surcharves; one to offset first 
destination ‘ransportation costs, and anotrer to recover all 


foressesble net losses and authorized exoenses. ‘The procedure 


for arriving at a standard price differs somewhat from commercial 





Ly 


practices in that only certain specific direct expenses ars 
allowed or authorized. Administrative cost, depreciation, and 
certain overhead costs are not used in computing the standard 
price. 

Standard price lists containing the current "sellinc" 
price of stock fund items are published and distributed to the 
field activities to be used in determining the "purchase" price 
of materials requisitioned. 

Regional standard prícin;s; and Marine Corps-wide sinrle 
standard pricing were both considered for certain material cat- 
ecories and it was deteruined that the latter was more desirable, 
both addiinistratively ond in the development of Sinencial reports 
for manawement, includins persormance budget data. اند‎ 
the sales on a standard price ratuer than marxet cost or some 
otier method, the Fund will recover upon sale or issue “ne amount 
in dollars required to replace the item in inventory and thus 
preserve the integrity of the ¿uná in the sense that it is self- 
perpetuating in terms of physical and quantitative corpus. In 
addition, standard pricing promotes uniformity trrouzhout the 
system, as well as accuracy and simplicity in accounting and 


inventory control functions, 





CHAPTER III 


FINATCIAL REPAVTIVS AND CONTROL 


Throughout the laws, directives and regulations per- 
teinina to workins-capital and stock funds, tho terms "business- 
Like” managements md "commercial-type” operations are used 
repeatedly. A closer study of bhe rund reveals that in many 
weys the financial structure and the control methods utilised 
are similiar to comparable civilian merchandising operations, 
but in many other ways the operation of the vund is of necessity 
different or at least modified, ‘These differences for the most 
part are required because of the pubiic or rovernmental nature 
of the funds. Regulations concernins reports, reviews and 
Specivic transactions each have their effect in causins the 
stocz fund's financial and accounting policies and procedures to 
disfer slightly from those established ay senerally accepted 
for a mercuandising operation. 

The published reports of the Fund are similiar in 
appesrance to their counterparts in comercial businesses, but 
because of the unusual nature of various transactions the sub- 
titles and accounts of some of the statements ray require some 
explanation. It is the purpose of this chapter to discuss the 
controls and reports currently required and to give some 
explanation in those areas where deviation from commercial 


practice is pronounced. 


Several basic principles of internal control are not 
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only used but aro regsirod as a vrerequisite to a satisfactory 
system of stock fund Plnancial accountine. “he commercial nature 
of these peincioles is a feod indication of the derres to which 


14 


"tools" are bein» utilized. Sy regulation the 


businesslike 
following minimum requirerents muat be observed and their applica- 
tion is subject to a “comprenensive-type” audit by the Jeneral 

no 10 
Accounting Offices 

l. All stock transactions must be summarized in 
finencial terms not less frequently then monthly and all supoort- 
ing documents must be available for reference and audit, 


1 


2,  À physical inventory of all stock must be taken 

not less than once s yesr. 

3, Detailed stock records must be maintained in 

support cf sll summary accounts. 

l, At least annually, detail item records must be 

extended and compared with controlling accounts. 

5. And as e basic control measure, financial accounts 
must be maintained by persons other than those having physical 
custody of stocks. Persons authorized to pay lor vocds received 
or who authorize withdrawal of stocks must also be separated 
from the record keeping function. 


Because of the details involved, the discussion will 


exclude the eccounting principles and practices employed in 





dDepartmont of Defense Liresctive 7420.1, p. 23. 
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accumuletinz and classifying data and will center sround 8 
reports and controls used by hnizher autnority to evaluate the 
overall operations of the Fund. 

The Congress in placing the requirement in the law 
that, "Reports of ‘he condition and operation of such funds 
(working capital and stock) shall be made annually to the 


00 ۲ 
President and to the Consress," reserved to itself the final 


richt to evaluate the operations of the Fund. This annual report, 


comparable to the reports issued by corporations, not only al lows 


خي 


for financial review and evaluation but cives the Conrress & 


" 


"measurinr stick" with which to determine the success achieved 
from year to year in the way the fund menerement is complying 
with the intent of the law. In addition a semi-annual report of 
the game character is submitted to the Anpropriations Committees 
of each House. 

Prior to submission to the Conzross all external 
reports are reviowed, audited and evalueted by the cecretery of 
the Navy, Secretary of tefense, Bureau of the Budget, and the 
General Accounting Office. 

Quarterly resorts to meet the requirements for overall 
financial review, for use in the preparation of reports to the 
Consress, and to facilitate financial control actions under the 
budget process are submittod to the Secretary ۰ن ۶ہ‎ 

And Lastly, the reports on the status of appropriation 


RE DAO DAE Fi Ep حيري سمه ماج‎ 


lipipiio Law 216, sec. 195, 
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accounts submi* ted on a monthly basis to the Bureau of the budget 
round out the continuing external control methods employed to 
check fund operations. 

These external reports use narration, financial state- 
ments end crapnic presentation to inform hisher authority of the 
operations and readiness position of the fond as a unit and by 
each category of material individoally. 

“te narrative section conteined in the annual financial 
statements includes an snalysis of sienificant financial results 


and ends, comments on manacement Improvements and progress 


1 


haa, 


attained as woll as infor"otion on corrective nctloons initinted 


or plenned. The policies of the fund megnscement coneerninz 
sales, finsncine and pricinz are analyzed and evaluated in the 
lisht of current military snd economic situations. The narration 


also includes a schedule of surcharge rates for losses for each 


major material caterory with sn analysis of the factors affecting 
T 


یہ 


loss experience as may be appropriate for review of pricine, 
The narrative submitted with quarterly reports are limited to 
angalysis and evaluation of simnificant chances affectine tho 
budcetary and cash requirements. | 


The following formats for these statements illustrates 





+۹ 
"Department of Defense Instruction 727.65, "Financial 


| Reports for Lepartnuent of vefense stock Funds,” (Washineton: 
Department of Lefense, June 19, 1957), p. L, 
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| the types oí trensactions involved in stock fund acceountine, 
| Individual quarterly statements and a cumulstive annual statement 
are submitted for each of the following: 

l. Statement of Financial Condition, 

Se Summary of Chanres in Principal of Fund. 

3. Summary of Operatine Chanres in Capital. 
lh. Summary of Cash Sources and Application and 

Cash Budget. 
5. Operating Budget. 
6. Reimbursable Issues. 
Te Status of Budget Authority. 
The ctatement of Financial Condition, Figure 2, 0 
|be femiliar to anyone who has encountered commercial statements, 
The form and zeneral content is similiar to a commercial balance 
sheet. This statement summarizes the assets, Lasdilitics, and 
lespítal of the Stock Fund at the end of each quarterly period 
ana at the beginning and end of the fiscal year. 

The Summary of Changes in Principal of Fund, Fizure 3, 
sets forth the changes in the principal of the stock fund for the 
reportins periods of the quarter and year to date, rhe cumulative 
eclumn from inception to the reportin: date is required only in 
the annual reports. che statement nrovides separate analysis 


f the balances and additions md deductions affecting the net 


bid, p. 1l. 
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chanres in fund eppropriation and capitalized inventories. 

The Summer, of Operating Chanses in Capital, Firure |, 
shows the operating additions and deductions affecting chances in 
Capital for each adwinistrative fund division for the quarter and 
year to date. 

The summary of Cash Sources and Application and Cash 
Budgets, Ficure 5, is cast essentially in the form of a statement 
ef sources and application of funds in terms of cash rather than 
fund capital, with cash transactions shown separately as derived 
from aporopriations and operations. The section on Operations is 
designed from the standpoint of commencing with revenues and 
expenditures on the accrual basis and converting such data to the 
cash basis by adjustments for chances in receivables, payables, 
progress payments, etc. Tha statement is primarily for operating 
manaroment use in review of cash forecasts and in reculatins the 
&eount of cash required for allocation to the stock fumd. IL 
also provides for an analysis of ehanves in the Treasury cash 
balances. 

¡he Operating Sudret, Figure 6, provides the summary 
information for determining procurement requirements aid oblira- 
tional aná commitment authority for each major naterial ۵ 
| The general scheme for development of this budget is to relate tne 
estimated material availability to the material requirement to 
| derive the amount of material required to be actually received 


from procurement into the system. This a@rount is then reduced by 








2420.6, Incl. 1 
June 10, 51 


STATEMENT 1 


(DEPARTMENT) STOCK FUND 
STATEMENT OF FINANCIAL CONDITION 
(DATE) 


Assets CURRENT FISCAL YEAR 








ESTIMATED 
CURRENT DATE ACTUAL JULY 1 JUNE 30 


Cash: 
` Funds available for disbursement 
Funds held in unallocated reserve 
Total available Treasury balance 
Accounts receivable: 
Government agencies 
All other 


Total accounts receivable 


Inventories of materiel 

Materiel to be received under obligations 
against procurement appropriations 

Progress payments 

Claims 

Other assets: 


Undistributed charges - net 
Total assets 
Liabillties 
Accounts payable: 


Government agencies 
All other 


Total accounts payable 


Stock withdrawal credits 
Other liabilities: 





Total liabllities excluding Capital 


Capital of the Fund: 
Principal - 
Appropriations and reappropriations 
Capitalized inventories 
Accumulated operating results یھت سوام ولاس د‎ = 


Total liabilitles 
Data on obligational authority: 
Contracts and orders outstanding 
Commitments outstanding 
Balance of budget authority for commitment 


a. 
2 
i 


a, 
b. 


C, 


a. 


b. 


10. 


11۰ 


12. 


13. 
14, 


I5. 


16. 


17. 
18. 


E? 
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1520.6, Incl. 1 
June 10, 57 


STATEMENT 2 


FROM (Date) 
TO (Date) 


YEAR TO DATE 


(DEPARTMENT)STOCK FUND 
SUMMARY OF CHANGES IN PRINCIPAL OF FUND 


(For the periods indicated) 


THIS PERIOD 


Appropriations/Reappropriations 


Balance at beginning of period 
Changes during period: 
Direct appropriations 
Cash allocations to stock fund division 
Less cash returned to Treasury or reappropriated 
Less cash transfers to unailocated reserve 


Tota! 


. Balance at end of period 


Capitalized Inventories 


Balance at beginning of period 
Changes during period: 
Inventories of materiel capitalized 


Materiel to be received under obligations against 
procurement appropriations 


Other receipts of materiel without charge 

Less stock withdrawal credits 

Less other issues of materiel without reimbursement 
Total 


Balance at end of period 


1 


oo 


10. 


11. 


12. 


13, 


14. 


15, 


7420.6, Incl. 1 
June 10, 57 
STATEMENT 3 


YEAR TO DATE 


(DEPARTMENT) STOCK FUND 


SUMMARY OF OPERATING CHANGES IN CAPITAL 


(For the periods indicated) 


_THIS PERIOD _ 


Fig. 4 


Addltlons - 


Revision of standard prices - net 
Purchase cost variance - net 
Surcharge for net losses 
Surcharge for transportation costs 
Price galn/loss on assembly/disassembly - 
net 
Price discounts on reparable materiel 
Net recoveries on sales of excess, sur- 
plus and scrap 
Miscellaneous credits - net 
Inventory adjustments - net 
Total additions 


Deductions - 


Revision of standard prices - net 

Purchase cost variance - net 

Price gain/loss on assembly/disassembly - 
net 

Standard price reductions on sales due to 
condition and serviceability 

Standard price reductions on inter- 
service sales 

Excess, surplus, or salvage materiel sold 
ot disposed of (except 7 and 17) - 

Considered for recovery in surcharges 
Not considered for recovery in surcharges 

Authorized donations of surplus materiel 

Materiel written off due to shrinkage, fire, 
theft, unrecovered damages and shortages 
in transit 

Inventory adjustments - net 

Transportation costs 

Repait costs 

Miscellaneous charges - net 

Total deductions 


Net operating changes in capital during period 


"e S 


° 


11. 
12. 
13. 


14. 


15. 


16. 


17. 
18. 


19. 
20. 
2]. 
22, 
23. 


24. 
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material on order at the berinninr of the period end increased 
by the estimated amount of materlal required to be on order at 
the end of the period in order to derive tne total oblirations 
for procurement requirements, Other obligations ehd total 
commitments outstanding at thea end of the respec ive ovriods are 
then added to determine the total oblirations and corsritiments. | 

The Statement nf ieimbursable Issues, Firure 7, pro- 
vides for showins the actusel end forecasted sales for each major | 
Material caterory. 

"he Status of Budeet Autnorkty, Fisure G, sets forth 
the status of the obligation and commitment authority for the 
Stock fund based on the operating budgets for sach material 
@äberory. it indicates the budpet authority end limitbetfon for | 
eäch mhteprial c&áteropy. The statement provides data with respect | 
to oblications incurred for tne period, amounts reserved for 
cormitments and available balances. 

ihe attsinment of businesslike and efficient operations 
is ever fostered by the levels of review that are involved in 
this evaluation of operations. Annual, quarterly, and monthly 
reports are desicned to keep hisher authority informed so that 
decisions in the best interest of the karine Corps, the Covernment 
end the Nation cen be made In a timely and effective manner. 

The internal reporting procedures of the Fund are 
utilized to generate the inventory and financial data necessary 
for menasement in compilinr reports for hicher authority, forn- 


ulation and execution of the budget, control of apportioned funds, 
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and control of inventories. 
“tores accounting reports consisting of Stores 46 
Sheet, Summary Supply Classification Report, and a vetail Supply 
Classification Report are prepared monthly by activity for each | 
| 
category of material. The reporting activities report the dollar | 
value of the opening and closing inventorles and the value of | 
ail transactions effecting increases and decreases to *he inventory. 
The consolidated reports prepared et Headquarters sre utilized 
in the making of stock control, budgetary and management decisions, 
Stock status reports are made on an ltem basis for each 
of the major supply activities for all items of supply on which 
stock status information is required. Reportable information 
consists of quantities available for issue, expected receipts, 
outstsndin-^ oblizations, replenishable demands, stock in transit, | 
and non-replenishable issues. Effective Tune 30, 1955, the | 
Marine corps adopted exception type reportinr on items included | 
In the stock status reports. how only once a year is a complete 
report coverings the status of each item of the stock account 
submitted. In the interim, only those items having transaction 
activity are reported. All reports are sunmarized centrally into 
& Consolidated Stock -tatus Report monthly., This information is 
utilized to insure a proper supply and demand balance for each 
item, to support procurement decisions, and as a base for the 
stratification program. 


Stratification is a detailed breakdown of inventories 


— 
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designed to malntain levels of "*atonrial readiness accordin to 
egtablished policies. ‘The stratification process requires that 
stock levels of each item of each material caterory be individ- 
ually analyzed with respect to readiness position. The managers 
of the provram by establishing priorities seperate the money 
value of on hand and on order inventories into the following 
subdivisions: 

l. Peacetime Operating : tocks 


2. Kobilization i 


em) 


esepve “Stocks 
a. Active Forces 
be Selected Reserve Forces 
Co “eneral “eserves 
3. Long Supply Stocks 
a. Economic Heteation :tocks 
b. Continceney Retention Stocks 
c. Excess Stocks. 

These subdivisions are Jesiened to show the dollar 
value of inventory available to meet the requirements for 
peacetime and to support applicable strategice mobilization plans. 
The economic reserve, continrency reserve, and excess strata 
are also measured for determination of the amount of stocks 
available for sale without repurchase and for redistribution or 


disposal. 





1! gre * ` 
+2upoly Department Order l0110.2B (vashinoton: 
Department of the Navy, Aucust 2, 1957), p. 2. 





CHAP TAR ۷ 


BODGETARY PROGSSC 


The ability of the ®¢griné Corps to perform its mission 


سم 


readiness in anticipation of mobilizetion depends unon accurat 


during peace and mobllization and to maintain peacetime material 
determination of future requirements. Before spending money to | 
&cquire specific items serious study must be wiven to the amount | 
wiich can be profitably spent, just how it should be spent, and 
what results can reasonably be exoected. In order therefore to 
meet their responsibilities, the Merine vorps and particularily 

the managers of the Stock Fund must constantly improve the 
managerial tools for the direction and control of procurement | 
funds. One such tool used in the stock fund is the 1 | 


budget, | 


In a stock fund operation tre fundamental vurnose of 


— 


the commercial budget is to ascertain the most profitable course 

to follow and to develope a balanced and coordinated procran 

which will hold the fund to that course,  D2udzetin; provides a 
Valuable tool of control for without such plenning inventories 
would very Likely be out of proportion and invested funds wasted. | 
hen funds are recsived, they must be obli,ated in a manner | 


which conforms to the policies and objectives of hicher autrority; 


they must be employed so that the greatest retirn is received 
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for each dollar invested. 

The budget for a stock fund is always referred to as a 
commercial type budget. The use of this term leads necple to 
think of the stock fund budget as separate and distinct from the 
traditional -overnment budget,  lhere is an implication that 
the stock fimd budget is developed in a manner similiar to a 
commercial or business budget and without regard to regulations 
pertaining to other public funds. Nothing coulä be further from 
the truth. 

Ihe commercial budget is defined as a systomabic اا‎ ٥ 
of predetermining attainable financial results from operations 
for a stated period and the finencial position at tho end of the 
period under given conditions. Normally the various commercial 
budgets have as their foundation a forecast or estimate of sales. 

Tne traditional governmental budget can more accurate- 
ly be defined as the justification and defense at various review 
Levels of the estimated requirements of a riven Drorrm op 
objective. Its foundation is the program to be accomplished or 
the service to ve performed. In the operations of a stock fund 
both in principle are used, 

In theory, budgeting eas an estimating process which 
culminates in an appropriation request before Conzress is req -ired 
only when it is desired to augment the capital investment of the 
fund. Actual practice, however, requires that a "commercial-type” 


budget be submitted in the annual departmental budgets for each 
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| 82: | ID acum 
year as orescrived in Budget Circular «umber A-11,. This budget | 


includes a description of proposed major financial policies and 
en explanation of any sipnificant chances from existine policies. 
Because of the authority of raviewing echelons te withhold 
apportionment, restrict oblitationa and at times transfer funds 
back to the Treasury, this budget is in fact a justification and 
defense of the programs and objectives of the «tock Fund. 

The concept of a commercial budget, as defined pre- 
viously, finds its fulfillment in the published snnual statements | 

١ 
end in the quarterly and monthly reports required by تا‎ | 
and the reviewing authorities within the Lendertment of Defense 
and the Bureau of the Budget. Based on a sales forecast for the 
ensuing fiscal year beginning and endine inventories are deter- 
mined; cash receipts, disbursements and balances are estimated; 
and procurersnt requirements can be projected which will reflect 
net only material requirements but necessary obli-ation authority 
as well. 

Inabillty to distinguish between the areas encompassed 
by each concept in the budret documents leads to the practice of 
referrinz to all stock fund budsets as "commercial-type" budcets. 
Although in theory the fundarental concepts are different, the 
practical application of the information furnished by each is 
utilized to achieve the same ends, control and efficiency. Facts 
and filipes obtained as a result of the sales forecast and other 


oro jections of the commercial budpet are used to justify 





a 


15 Jepartment of Lefense Lirective 7420.1, p. 26. 
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oblivations and expenditures requested in the traditional budget. 
Obligation and expenditure authority granted as a result of the 
governmental type of budget are used to achieve the forecasts 

of the commercial budget. 

The Stock Lund buuset formulation includes deter- 
mination of estimated requirements, costing, budget preparation, 
justification and ¿efense et all reviow levels, and modificatio 
and resupmission re:vired by the actions of reviewing echelons. 

Pane cecretary of the wavy in conjunction with the 
Commandant determines what tie “arine Corps is expected to do 
in the budgetary period. “These determinations are referred to 


دج 


as the procran objectives of the Marine Corps, and are a part of 


the -enartment of the Navy prosrem objectives for the period 
involved. wvaged upon the procram cbjectives, the Commandant | 
issues a guidance letter covering policy, missions, and ievel 


of operation for the budget period. the level of operation as 


stated in the Commandant's letter may be expressed in specific 


terms of personnel ceilings, work load, and operation schedules. 


The guidance letter is the basis upon which subordinate comands | 
plan operations aná submit budget estimates. 


The preparation of the stock fund budget begins as soon 


las the guidance Letter is received. The managers of the Supply 
I 


Inventory Control Points compile aná prepare the necessary budrat 
á 





16 


Budget Formulation and Administrative Control of 
Funds, Vol. III, field Fiscal Accountine serios (naanin ton: ` 


Merine Corps Institute, 1955), p. 10. 








فيا 
Va‏ 


information from: the reconnendstions of the „tock Fund Josrd, 
reports submitted by field activities, and available historical 
and statistical data. 

Guidance concerning estimated sales, procurement 
nporrams and inventory recuirements is furnished by the “Marine 
Corps „stock Fund Board. ne Board converts the tactical, 
technical, and operational policies of the euidance letter into 
material requirement terms. 

Since the existance cf the stock fund is dependent 
upon sales to field activities, the Anvrovriation ranuests or 
budget estimates of these organizations are analyzed to determine 
the volume of business that can be expected from these areas, 

Historical data obtained from management reporta and 
statistical studies are utilized to supplement and complete the 
estimates obtained from the aforementioned sourcea. In addition 
historical data are used as an indicator of sales to other 
government agencies, .aventory losses, transportation costs and 
other stock fund costs and transactions. 

tho information amassed is converted into common 8 
(dollar) and assembled in the prescribed budretary form as re- 
quired by Defense Department Te Pad At this point what 


might be termed the technical or mechanical portion of the budcet 





lp.o.p. Instruction 7420.6 lists and illustrates the 
various commercisl-type budget forss, and D.O.b. Directive 1 
requires that budget forms as illustrated in Budget Circular 
Noe Bell also be submitted, 
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ihe budret approved by the Commandant is submitted to 
the becretary of the Navy who causes a staff review to be made 
of the estimates. The Commandant and his staff justify the 
budget before the reviewing staff of the Secretary. The budget 
estimates are returned to the Commandant by the Secretary for 
modification in accordance with the makr up recommended. 

In those areas where the Commandant is in disagree- 
ment with the recommended mark up and feels there is sufficient 
justification for reconsideration, reclama is submitted to the 
Secretary of the Navy. After hearing the Cosmandant's justifi- 
cation and examining tne back up material, the Secretary makes 
the final decision concerning the extent of the mark up. 

The same procedure is followed at the Department of 
Defense level except that at this point the M-rine Corps budzet 
is considered in connection with the budget for the entire navy. 

Again at the Bureau of the Budfet, the procedure is 
repested with reclama at this point being submitted directly to 
the President. Fivure 10, clearly illustrates how after each 
review, the budget is returned to the management control points 
so that new estimates can be prepared in accordance with the 
recommended mark up before resubmission is attempted. Tne effect 
of major decisions can be calculated and objectives and programs 
within the major matcrial categories revised accordingly. 

It must be realized that the signing of the Appropria- 


tion Act by the President does not make the money available for 
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use. Statutory authority alone is not enoucH,. Administrative 
authority must also be obtained, “nis applies even to revolving 
funás already established. 

An apportionment must first be secured, The Commeridant 
secures apportionment by making a request in Lhe prescribed form 


- 


to the Bureau of the Bud;et, throuch chamels (see Fisure 11), 
Apportionments recuasted are based on the aporoved plans and 
programs upon which the appropriation was cranted, includine 

approved chanves thereto. Apvortionments sre requested for t^e | 


whole fiscal year in auch amounts es wiil supnort the varying 


ARS 


Z^ 


requirements of each fiscal quarter. The enportiommenta Say be 
approved on this basis or trey may be approved only for the | 
beginning quarter of the fiscal year. tot: mobhods nave been used | 
in stock fund spnortionment, Requests may be submi' ted at any 
time for chanres in the apportionment deamed necessary to mest 
chanrinr roquirements, | 
“arine Yorps requests for apportionment must de | 
approved on their way to the PDupbreau of the Budget by tbe ‘Secretary — 
of the Navy and Navy Comotroller. Any or all three of these 
offices may hold hearings at which the Marine veros must justify 


its apportionment requests. 


“tranze as it may seem the Marine Coros can not yet 


- 


use tne funds which Consress has appropriated and the Bureau of 





19:618. 




















sann d 
3 30 DOS 





5080۸1 0 





۸۶ ۹ ۲ ۸ ۲ 6 1 17 
۸۰ S313183A ۸۸۸ $3055 | e تر‎ 
رہ‎ ۷ $83933] 0| 150d 2٤ M31A3Y 5 SE d 3 








Sy CW 









0N 143138 له‎ 3 A g ۱ ۷۷۷ / ۸۲:۲ 4۱ ۷۷ = zt JE 
QNY 3 < Ls awisnray < 0)۷ = ٦٦۸080۷ > > ALIAILIY WÒ ۱ہ‎ 
۲3۱۸ 3 (Sv) INY M31A3Y ONY M31A3Y ۰3۱۸3 ۸8 ۲ ۷٧۱271٧۷ 
S-S- MIW ۱ ۳02-۷۲ and 808 00 LdWOD-AW (Sv) On) 


0 









0011030 
0351A3yY 


۲٢٣٣٥۵ 


11-8 
٣٧٥ ١060 
0353 





5 + 3۷0 ۱ ۵۲ 
01 ۷۱۷۱3۷ 


9۱۲۷3۳۸۲٥۱18047٢ 

000 5 
139019 sCj ٦٦ ۱٦311 
04406 ۷۵ 4 BINVAING 












کل ٤٤‏ 
5 ا 

Onn 4 3۸٩1 
5S3HYd3Hd M31^34 


۷0 ۱ ۷ ۷ 
ONY 
۱ ۵ 


1 dwO2- ^Y 






0 
ah 


1N3NNO 1 180d Y ]e7 
1ت‎ ۱ 





01801 
FER "ON 2 


£08 


1 56 
$N11 5341) 
035 ١م دزو‎ 


ID 








S) SY 
IN زار‎ 






Wé 


1390ng V 
ONTI VY) 
Q3S 1^34 


>> لاد(‎ LNIWNWOILYIASY ANH A MDDLS SINDD 7۸۷/۶۸ 





ro Buirot Mas apportioned. Line Coswandant must submit a reqbeilt 
and receive approval from the comptroller si tne Navy for an 
Sllocation of the savroved ap vcrtionnont. ‘his request is based 
on the justifications submitted Lor apportionment end becomes tne 
plan for finencial control Wid msndgement of the budzet. 

judvet execution is the carryine out of the aporoved 
budget of olen, 1t consiats of: (1) the distribution of authority 
to oblirate and expend funds. (2?) Control to insure that funds 
are used as authorized. (3) Continual analysis and evaluation of 
the budeet plan. 


t 


fre iistrioution of oblirattional sutnority (see rice 


ure 12) extends from the Comneandant throurh the quartermaster 
General to the oupoly Inventory Control Points and to the field 
activities. runās at each level are onlirated in sccordance with 


ha 


ndividusl buusets which have been constructed and modified if 
necessary to agree with the overall Stock ¿und budret. Overall 
control is maintained at the Seadquarters level throuch the use 
of the monthly and quarterly reports illustrated in Chapter 3. 

1 ٧ insure that funds ere not over oblirated at any level, a 
monthiy report on the status of appropriations is required by the 
Buregu of the Budget. S Flexibility is maintained by continuous 
evaluation of the operational needs of the Marine Corps by the 
|.tocx iund Board, Chan es in tactical requirements which affect 
Imatertal readiness are snalyzed and reflected in modifications 


pto the oririnal budretary; plan. 


 Vepartmont of vefense Pirective 7.29.1, p. 33. 
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The establishment of stock funds within the 7 
funet'ons of the military services was required by the Conctress 
in the hone that certain benefits in the fields of financial 
managencat, control, budgeting and accounting would accrue to 
the ¿morican people in terms of a more efficient oneration and 
lower total costs. 

In the case of the Marine Corns Stock Fund, this 
has in general been the result. The development, installation, 
and operation of the Fund could only be accomplished after a 
conplete analysis and evaluation of the entire supply system. 
The xnowlodre obtained from this evaluation, coupled with the 
recoimendetions offored in other areas of financial management 
has zenerateä a new philosophy concerning fiscal matters. Nsw 
methods and procedures have been emvloved to sunvort and cultivate 
these orinciples, Individual thinking has been stimulated to 
concentrate upon a more modern approach to the problems of 
management mda control, 

Admittedly tho Fund is achieving its basic purpose, 
ut before concluding, it mirht be desirable to reflect upon a 


“ew of the areas wherein the orisinal purpose or ob fective has 








not bean setisfactorilr achlevod, 

It is the purpose of the Fund %o simplify annropria- 
tion accounting and give creater financial flexibility in the 
etcuisitiony holding’ and distribution of Inventories through 
automatic replenishment of stock through reimbursement by the 
using activity. 

As long as stock fund operations are subject to the 
apportionment process, this objective is impossible to achieve. 
Funds apportioned to date have been jreatly under tre amount 
requested, and because of the review system presently in use for 
apportionment and allocation, budgeting solely aa a means to 
justify and defend the policiss of the Fund management has become 
a year-around task. 

It may be debated whether these actions are necessary 
in order to exhaust excess inventories and reduce stock levels 
to an acceptable amount. “ut it must be realized that the 
reduction of stock is not in itself efficient management. Slow 
moving and excess stocks could conceivably remain on hand while 
the reduction in apportioned funds caused mobilization reserves 
in the more active items to be deficient. 

Continuation of the quarterly apportionment system 
micht in addition hinder the Fund from achievine the advantages 
of favorable prices through timed purchases. Purchases of this 


type requiro detailed analysis and plannine well in advance of 


delivery dates. Doubts as to the outcome at various review 





levels reduces the effectiveness of these plans, 

The incentive for limitation of inventory levels, 
better balanced inventorics, and limitations of procurement of 
peacetime operating stocks through the control over financial 
resources of the Fund is greatly weakened. The investment level 
of the fund ود‎ fundamentally controlled through the apportion- 
ment process and budget hearings. Detail reviews at each level 
confine and restrict the broad manacement control of the Quarter- 
master General. Management has been weakened due to the time 
consuming and detailed reviews incident to the apportionment 
process. These reviews defer firm planning of investment levels 
and create an air of skepticism in the mind of the fleld 
commander who is acutely aware, not only of tha economy oroucht 
about vthroush ase of the Stock Fund device, but of the need to 


meet supply demands. 
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